International 
Marketing Information 
Series 


44, 
™4 


Foreign Economic Trends 
and Their implications 
for the United States 


FEBRUARY 1985 
NICARAGUA 


FET 85-20 
Frequency: Annual 
Supersedes: 84-02 


PREPARED BY 
AMERICAN EMBASSY MANAGUA 


U.S. DEPARTMENT OF COMMERCE 


International Trade Administration 
Washington, D.C. 20230 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscrip- 
tion, $70.00. Foreign mailing $17.50 additional. Single copies, $1.00, available from Publications Sales Branch, 
Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 





KEY ECONOMIC INDICATORS 


All values represent year-end levels and are in millions of 
U.S. dollars unless otherwise indicated. 


Exchange rate: (August 1984) 

WS. Bois. i Cordobas 10.00 (official) 

U.S. Dols. 1 Cordobas 27.50 (sale parallel market) 
So pols. I Cordobas 28.50 (purchase parallel market) 


INCOME 


GDP at current prices 

GDP at constant prices 

Per capita GDP, current prices 
Gross investment 


GDP BY SECTORS (PERCENT OF TOTAL GDP) 


Industrial manufacturing 
Agriculture 

Construction 

commerce 

Government 

Other 


BALANCE OF PAYMENTS AND TRADE 


External public debt 
Annual debt service 
Balance of trade 
Total exports goods & services (FOB) 
Exports of goods to U.S. (FOB) 
Major exports by product category 
cotton 
coffee 
Sugar 
Meat 
Bananas 
Total imports goods and services (CIF) 
Imports of goods from U.S. (CIF) 
Petroleum imports 
Trade with CAMC 
Exports (FOB) 
Imports (CIF) 


MONEY AND PRICES 


Consumer price index (1977=100) 350 445 
Money supply (Ml December ) 6,546 9,884 


SOURCE: Official GRN figures. 


Note: Values in U.S. dollars are calculated using the official 
exchange rate of Cordobas 10.00 to U.S. Dollar 1.00. 





SUMMARY 


According to official Nicaraguan Government (GRN) figures. the 
Nicaraguan economy experienced real growth of about one percent 
in 1983, largely as a result of increases in agricultural 
production. Most new investment was made by the public sector 
as the GRN consolidated its control over the means of 
production and the market structure. The high priority the GRN 
placed on military goals further depleted the supply of skilled 
and unskilled labor and diverted monetary and other resources 
from the civilian sector. As credit from Western nations 
tightened. the government accelerated its shift from reliance 


on traditional trading partners to the Soviets and Eastern Bloc 
nations. 


It now appears that 1984 and early 1985 will bring even worse 
news for the hard-pressed Government of Nicaragua. At best. 
the economy will achieve zero percent real growth. with roughly 
60 percent inflation. even more severe foreign exchange 
shortages. little or no private sector investment. and a 
further decline in individual economic well-being. With no 
possibility of major revenue increases. the GRN will probably 
cut non-military spending further and is apt to turn to a 
long-overdue devaluation of the cordoba. Over the long term. 
between now and the end of the decade. the GRN will probably 
attempt to cope with its severe problems of inadequate 
investment. high inflation, overwhelming foreign debt. and 
foreign exchange shortages through price controls. greater 
regulation of the economy. and direction of resources towards 
increasing agricultural production. The result will be 
continued low growth, at best. and a further shift in the 
direction of aid and trade away from traditional partners. 


Prospects for U.S. investment in Nicaragua remain dubious. The 
GRN still refuses to provide guarantees against expropriation 
and confiscation and. despite promises. has failed to 
compensate for many properties seized in the past. The U.S. 
share of the Nicaraguan market will probably decline in 1984 
and beyond and should not be above |7 percent of total 

imports. The Nicaraguan cordoba is not freely convertible and 
all dollar transactions are conducted through the Central 
Bank. The private sector faces ever increasing difficulties in 
obtaining the foreign exchange necessary to pay for imports. 
The GRN itself has had to rely more and more heavily on 
donations, barter. and trade with countries willing to allow 
generous credit terms. 





MACROECONOMIC FACTORS 


The Nicaraguan economy continued its dismal performance in 
1983. According to official government figures, GDP rose 5.| 
percent at current prices. Available information, however, 
indicates that the real growth rate was closer to one percent. 
Growth was strongest in the construction and agricultural 
sectors. Agricultural growth of 14.3 percent was largely due 
to an increase in cotton plantings. However, the quality of 
the cotton harvested reportediy was not as high as in past 
years and therefore did not command as high a price on the 
world market. Construction was up 7.6 percent and sparked a 
surge in the production of related products. 


Restrictive government policies continued to discourage private 
investment. Although private business still contributed around 
60 percent of the GDP, GRN policies controlling purchases, 
production. sales. prices. and foreign trade further reduced 
the real influence of the private sector on the economy. This 
trend has continued with over 75 items now subject to price 
controls. Increasing fiscal constraints imposed by rapidly 
growing military spending and high subsidies for basic food 
products led the GRN to impose tighter controls over wholesale 
and retail trade and. in early 1984. to announce and implement 
a phaseout of most of the subsidies. Food prices in official 
state-sanctioned outlets have doubled since and shortages of 
basic food products have become even more severe as the GRN 
struggles to overcome the administrative problems inherent in 
an elaborate distribution plan. Basic consumer items have 
appeared on the shelves of state-controlled supermarkets 
recently. but at prices approaching black market levels. 

Salary levels in Nicaragua remained frozen by law between 198] 
and 1983. In March of 1984, the GRN passed a new minimum wage 
law which it has implemented slowly. on an industry by industry 
basis. However, with inflation now running at roughly 60 
percent. the small increase in average wages will not begin to 
compensate the consumer for lost purchasing power. A 
government decision last month to increase the amount of the 
traditional Christmas bonus will do little to ameleorate the 
situation. 


Official figures show that the money supply (both MI and M2) 
grew by 34 percent last year: MI alone rose 5/1 percent. This 
increase reflected the expanding fiscal deficit and growing 
internal credit creation. The GRN announced its budget for 
1984 as approximately I19 billion cordobas. Estimates indicate 
that income from taxes and other official sources of revenue 
will bring in about 10 billion cordobas. Foreign assistance 
will account for about 2 billion cordobas. This large 
shortfall will impose even greater inflationary pressures on 
the economy in the coming year. 





The Nicaraguan cordoba is not freely convertible. Virtually no 
dollars are available for purchase at the official exchange 
rate of 10.00 cordobas equals U.S. Dol. |.00. Most internal 
transactions have been moved to the legal parallel rate of 
28.50 cordobas equals U.S. Dol. |.00. but dollars are very 
difficult to obtain even at that price. The black market rates 
range from 150.00 to 300.00 cordobas to the dollar. 

All legal dollar transactions are managed by the GRN through 
the Central Bank. Private citizens are subject to severe 
restrictions on the amount of dollars they may possess. bring 
in. or take out of the country. 


No official employment figures are available. but emigration 
and the draft have resulted in labor shortages in some sectors 
of the economy. Those laborers left to tend the fields and 
work in the factories are generally ill-trained or women and 
children. The agricultural sector has been particularly 
hard-hit. as it relies on seasonal workers for planting and 
harvesting the crops. 


AGR | CULTURE 


Agriculture is the backbone of the Nicaraguan economy. directly 
accounting for over 25 percent of GDP and indirectly for much 
more. since nearly half of industrial production involves the 
transformation of agricultural products. Cotton. coffee, 
sugar, and meat accounted for 75 percent of Nicaragua's 1983 
exports. However, both cotton and coffee harvests were smaller 
than expected and the labor shortage had a drastic effect on 
quantity and quality. Harvesting of cotton continued into May 
1984, which was later than usual. Much of the cotton was 
picked up off the ground rather than from the plants. with a 
resulting increase in impurities. The GRN goal of 
self-sufficiency in basic grains moved farther away from 
realization. Rice production was relatively good. but both 
corn and bean crops were poor. (Also. much of the corn and 
bean production comes from areas where there was fighting and 
crops could not be harvested.) The agricultural sector as a 
whole was plagued by the constant demands of the military. both 
in terms of scarcity of labor and because much of what was 
harvested was diverted to supply the army. Despite imports of 
basic grains. severe shortages began to appear by the end of 
the year and have continued. According to statements by GRN 
officials, Nicaragua will have to import 25.000 tons of beans 
and a similar quantity of corn over the next six months. 


The GRN continued its policy of agressive land redistribution 
during 1983 and 1984. In the five years since the Sandinistas 
took power, their elaborate agrarian reform program has shown 





some limited success. The government claims to have 
distributed 1.9 million manzanas (| manzana = |.7 acres) to 
small farmers and cooperatives and appears well on its way to 
achieving its goal of distributing 20 percent of cultivated 
land before the end of this year. It has thus consolidated its 
already considerable economic and political control over the 
agricultural sector. The GRN itself owns |.65 million 
manzanas, mostly land seized from the holdings of the Somoza 
family immediately after the revolution. The land distributed 
to small farmers and cooperatives is obtained almost 
exclusively through confiscations of large private holdings and 
from others who work their land “inefficiently”. Furthermore, 
the land titles distributed to small holders by the GRN are 
contingent upon participation in cooperatives. upon political 
orientation. and upon production of certain crops. They do not 
give the new owners the right to sell or rent the land. During 
1983 and early 1984, the pace of confiscations accelerated as 
the GRN worked to meet its agrarian reform goal. As a result. 
productivity in key areas fell and the remaining private land 
holders’ confidence in the security of their holdings continued 
to ebb. 


TRADE AND EXTERNAL ACCOUNTS 


Nicaragua depends on basic agricultural commodities -- coffee. 
cotton. sugar, and meat -- for the bulk of its export 

earnings. Aggregate prices of these traditional exports fell 
in 1983 by 6.9 percent: however, export income recovered from a 
post-revolutionary low of U.S. Dols. 405.5 million in 1982 to 
U.S. Dols. 431.3 million. However, the GRN still has not 
equalled the level of exports reached in 1978. before the 
revolution, of U.S. Dols. 646.0 million. despite the fact that 
prices in 1983 of Nicaragua's traditional exports were 
generally higher than prices of the same products in 1978. The 
government predicts the value of exports in 1984 at U.S. Dols. 
410 million and imports at U.S. Dols. 800 million. 


The United States is still Nicaragua's largest trading partner, 
taking I18 percent of the country’s exports. Sales to Japan 
increased 46.2 percent. The most significant increases were in 
exports to Eastern Bloc countries. Sales to members of the 
Communist Common Market accounted for 34 percent of Nicaragua’s 
export total. To Cuba alone. Nicaragua increased its exports 
from 1.2 million to 18.3 million. Exports to Algeria. Libya. 
and Iran. which were negligible in 1982 soared to IO percent of 
total exports. Large sugar sales to Algeria accounted for most 
of the total. Exports to Central American neighbors fell 35.7 
percent. leaving them with 8 percent of the total export 
market. The decline was due mostly to political differences 
and problems with currency exchange. 





In 1983, the U.S. reduced the sugar quota alloted to Nicaragua 
by 90 percent. from 61,000 tons to 6,000 tons for the year. and 
Nicaragua was forced to sell the bulk of its sugar at the world 
market price. Although income from sugar exports declined only 
slightly in 1983, a more significant impact will be seen in 
1984 due to a sharp decline in world sugar prices. At the end 
of 1983, Nicaragua voluntarily withdrew from the list of 
countries eligible to export meat to the United States. The 
drop in income from meat exports for 1983 was a result of 
production problems, including aging equipment in the 
slaughterhouses and further government confiscations of 
privately-owned ranches. There will be a further sharp 
decrease in meat export earnings in 1984 since the GRN did not 
resume exports to the U.S. market until the end of September 
and serious production problems continue to plague the industry. 


Despite chronic foreign exchange difficulties, Nicaragua 
imported U.S. Dols. 806.9 million in 1983, according to 
official figures. Imports came from Central American countries 
(15.3 percent). from Western Europe (23.5 percent). and from 
the United States (19 percent). Imports from the U.S.S.R. and 
other Eastern Bloc nations rose 50 percent in 1983, a shift in 
emphasis that is likely to continue in view of the apparent 
willingness of these nations to offer liberal credit terms. 
Imports of petroleum products fell marginally as a result of 
strict domestic gas rationing and supply bottlenecks. In 1982. 
Venezuela ceased shipments to Nicaragua when the GRN failed to 
make payments under the terms of the San Jose accords. During 
1983, Mexico supplied virtually all of Nicaragua’s 13,000 bbl. 
per day requirement. However. the Mexicans have grown 
increasingly concerned over the GRN’‘s ability to pay and have, 
in 1984, reduced the level of their shipments. The GRN has 
turned to the Soviets and consequently Soviet oi! accounted for 
more than 60 percent of Nicaraguan petroleum imports during the 
first half of 1984. 


At the end of 1983. the external public debt of Nicaragua was 
pegged by official sources at U.S. Dols. 3.8 billion. Of that 
total. U.S. Dols. 339 million were owed to other Central 
American nations who, burdened with their own economic 
problems, are pressing the GRN for payment. The GRN owes over 
U.S. Dols. 500 million to Mexico alone. a good percentage of 
that being for crude shipments. Although the GRN met its 
payments on its generously rescheduled U.S. Dols. 900 million 
debt to foreign private banks through the end of 1982. foreign 
exchange shortages caused it to fail to make timely payments in 
1983. 





INDUSTRY AND CONSTRUCTION 


Industry historically accounts for about a quarter of 
Nicaragua's GDP. The sector’s heavy dependence on imported 
inputs has imposed severe limitations on its performance since 
the revolution. During 1983. the private industrial sector saw 
a further erosion of its productive capacity as the GRN 
confiscated more of the total capital stock and diverted 
foreign exchange away from the purchase of spare parts and raw 
materials that would have kept the factories running. In the 
face of leftist rhetoric and seemingly arbitrary confiscations 
the private sector has made virtually no new major 

investments. Trained labor and capital resources continue to 
flow out of the country. 


Construction activity as a percentage of GDP remained about the 
same in 1983 as in the year before. after a dramatic plunge of 
25 percent from a !198I1 post-revolutionary high. The GRN 
initiated a number of new projects with the help of investments 
from the outside. most notably a tobacco farm, established with 
Bulgarian assistance which will grow principally for export. 
Design and construction problems plagued pending projects and 
delayed. for example. the opening of the Malacatoya Sugar 
Refinery (built with assistance from France and Cuba) for at 
least another year. 


IMPLICATIONS FOR U.S. BUSINESS 


The prospects for U.S. business in Nicaragua have not changed 
substantially in the past year. The United States’ share of 
Nicaraguan trade has fallen steadily over the past few years 
and will probably continue to decline as the role of the 
private sector in the Nicaraguan economy is further reduced. 
The GRN has clearly shifted to a policy of barter or buying 
from countries which extend government-—to-government credits as 
it becomes more dependent on foreign loans to finance its 
imports. There will continue to be a residual demand for spare 
parts for equipment imported prior to the revolution. However 
only an improvement in the political and economic situation 


would really open the door to expanded trade between the two 
countries. 


U.S. investors face the same uncertainties that confront the 
Nicaraguan private sector. About 40 firms with U.S. investment 
remain in Nicaragua. but most of these companies find 
themselves operating at 50 percent of capacity or less. unable 
to repatriate profits. and unable readily to obtain the dollars 
they need to finance imports of materials and spare parts. The 
GRN has failed to reassure foreign investors that their 





properties will not be expropriated and the ideological 
orientation of the Sandinista Government is such that the 
climate for U.S. investment can be expected to grow ever cooler. 


THE OUTLOOK FOR 1984 AND BEYOND 


The FSLN election victory in November 1984 allows the 
Sandinistas to consolidate their hold on power in Nicaragua. 
The GRN will have several options in the wake of the elections 
-- increased pluralism with more opportunities for the private 
sector. increased social and economic control. or a maintenance 
of the present so-called “mixed economy” policy. Whichever 
path the government chooses. it will be faced with the same 
severe economic constraints that have plagued it for the past 
years. 


Official projections for economic growth in 1984 are 
pessimistic. The GRN anticipates no real growth in GDP. Other 
estimates indicate that the economy will be lucky to achieve 
zero percent real growth. Inflation is now estimated as high 
as 60 to 80 percent. The insurgency in the frontier regions 
has caused an estimated U.S. Dols. 197 million in 
infrastructure and production damage since late !I98I1. The GRN 
has channelled more and more of its time and resources into the 
conflict and continuing economic difficulties therefore receive 
less attention than they otherwise would. 


Although cotton. coffee. and basic grain harvests will be good 
in 1984, they will not offset declining production in other 
areas, particularly cattle. Furthermore. serious 
transportation problems ranging from a shortage of spare parts. 
gasoline. and tires. to virtually impassable roads in rural 
areas, have hindered the transfer of the harvest from the 
fields to distribution points. Foreign exchange shortages wil! 
continue to restrict the GRN’s ability to import spare parts. 
asphalt. and much-needed raw materials. The government wil! 
probably turn to barter arrangements to meet some of its import 
needs and will rely more heavily on assistance from the Eastern 
Bloc and other nations willing to offer liberal credit terms. 
Lack of new investment in all sectors of the economy will be a 
critical factor in Nicaragua’s economic future. The private 
sector. under increasing financial and psychological pressures, 
will probably continue to disinvest. The GRN may continue to 
consolidate its control over the production and distribution 
phases of the economy. squeezing out private investors and 
producers. The steady drain of trained professionals and 
managers further handicaps the GRN‘s ability to achieve real 
economic growth. It is increasingly apparent that a major 
reordering of priorities will be necessary to effect economic 
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recovery. Such a re-evaluation is unlikely considering the 
GRN‘s penchant for emphasizing revolutionary ideals over 
realistic economic planning and the outlook for both short— and 
long-term progress is correspondingly bleak. 








WHO, ME? EXPORT? 


YES, YOU! 


You don’t have to be a big corporation to sell your 
products overseas. If you’ve been successful in 
the domestic market, chances are good you could 
do well in the world markets—and reap the profits. 


BUT HOW DO | START? 


That’s a good question. We have a 

handy, step-by-step guide book with the 

answers. Just send us the coupon below, 
and we’ll show you how to begin. 


WHY DOES THE GOVERNMENT 
WANT TO HELP ME? 


Exporting means greater profits and 
increased company growth for American 
businesses—your business. It also 
creates jobs for Americans, contributes 
to a healthier economy, and strengthens 
our international trade position. 
Exporting is not only good for you—it’s 
good for America. 


SEND FOR YOUR COPY OF 
A BASIC GUIDE 
TO EXPORTING TODAY! 


U.S. DEPARTMENT OF COMMERCE 


INTERNATIONAL TRADE 
ADMINISTRATION 


SS SSSSHSSSSHSSHHOSSHSHHSHHSHHSHSEHHHEHETHTOEHHSHSHEOHHOESHE SESH ESESHOOOHSSEOEOHOHESSSOS OSES EESSOOSEOSSEEESOEEEEESESEEEEEEEEESS 


ORDER FORM To: Superintendent of Documents, U.S. Government Printing Office, Washington, D.C. 20402 


Send copies of A BASIC GUIDE TO 
EXPORTING at $6.50 


SN 003-009-00349-1 

Enclosed is $____ 0) check, 

OO) money order, or charge to my 
Deposit Account No. 


<SS0885,8 


Order No. 


Name—First, Last 


Company name or additional address line 
Street address 
City 


(or Country) 


PLEASE PRINT OR TYPE 


VISA* Total charges $ 


Credit Cards Orders Only 


Fill in the boxes below. 
Credit 


cadwo. LL TLL TUL TTT ri 
Expiration Date 
Month/Year Era 43 


For Office Use Only 
Quantity Charges 


Enclosed 
To be mailed 
Subscriptions 
Postage 
Foreign handling 
MMOB 
OPNR 
State ZIP Code 
UPNS 
Discount 


| | Refund 








